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A .  

Please state your name and address. 

My name is Carl W. Dabelstein. My address is 2211 East Edna 

Avenue, Phoenix, Arizona 85022. 

In what capacity are you appearing in this evidentiary 

proceeding? 

I am testifying as a consumer of electricity, served by 

Arizona Public Service Company. 

Please state your professional qualifications. 

A description of my education and professional experience is 

attached hereto as Appendix A. 

What is the purpose of your testimony? 

The purpose of  my testimony is to provide input to this very 

important inquiry into the stranded costs that will likely 

occur with the introduction of retail competition into the 

electric utility business in the State of Arizona. 

Specifically, I will address the various key issues 

identified by the Chief Hearing Officer in his Procedural 

Orders recently issued in this Docket. I will then address 

several additional matters that 1 believe warrant the 

Commission’s consideration in this most important aspect 

of electric industry restructuring. As a consumer, I want 

the bene its of new technology to be realized and to see the 

price of electricity reduced; however, for retail electric 

competit on to be successful in the long run, it must be 

implemented in a rational, equitable and economically 

1 
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efficient manner. 

Q. What has been your experience with respect to deregulation 

and competition in the public utility industry? 

A .  I have spent considerable time during the past fifteen years 

observing and assessing the effects of deregulation and the 

introduction of competition into segments of the public 

utility business that has been traditionally conducted 

exclusively by regulated monopolies. 

Specifically, as more fully described in the accompanying 

Appendix A, I spent almost the entire decade of the 1980s 

as a regulatory consultant, serving a clientele comprised of 

both utilities and regulatory agencies. In connection 

therewith, a substantial portion of my time was consumed in 

identifying and assessing the effects of competition in both 

the terminal equipment and long distance markets in the 

telecommunications industry. During the latter part of the 

1980s and early years of this decade, my focus turned to the 

effects of FERC activities deregulating segments of the 

natural gas pipeline business, such as through its issuance 

of Order Nos. 500 and 6 3 6 .  Finally, for most of this decade 

I have been involved in activities associated with the 

introduction of retail competition in the electric industry, 

both on a national and regional level. From 1993  through 

1995 ,  I participated in electric restructuring activities in 

the States of Wisconsin, Minnesota, and North Dakota. Also 

during that period, I served on the committee established by 

the Edison Electric Institute to address the stranded cost 

2 



1 and accounting implications of  the FERC MegaPJOPR that became 

2 Order No. 8 8 8 .  For the past two years, I have been an 

3 active observer of the electric restructuring activities 

4 here in Arizona, most recently as Director of the Utilities 

5 Division of the Arizona Corporation Commission. In that 

6 capacity I coordinated the efforts of five of the six 

7 working groups created to address key restructuring issues. 

8 I also authored the report containing recommendations of the 

9 Working Group and Utilities Division Staff with respect to 

10 stranded costs that was submitted to the Commission in early 

1 1  October. 

Flectric ComDetition Rules 
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Q. Do the Electric Competition Rules consider stranded costs? 

A. Yes they do. Section R14-2-1601 includes a definition of 

stranded costs. Section R14-2-1607 addresses the Recovery 

of Stranded Costs. It provides for the recovery of 

unmitigated stranded costs, directs the creation of a 

special working group to address and report on a variety 

of stranded cost issues, and contemplates the filing of 

stranded cost estimates by the affected utilities. It also 

limits the charging for stranded costs to only those 

customers purchasing power in the competitive market. 

Q. Do you believe the Electric Competition Rules are adequate 

and provide the proper guidance with respect to stranded 

costs? 

A. No, I do not. They are a starting point, but contain some 

ambiguities and lack the degree of specificity that I feel 

3 
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is necessary to properly address the stranded cost issue in 

a reasonable, equitable and timely fashion. All ambiguities 

should be eliminated and the Rules should be sufficiently 

comprehensive to minimize opportunities for differing 

interpretation and/or application. 

Q. Please describe the ambiguities that you believe exist in 

the Rules. 

A .  First, it is unclear whether the definition of stranded 

costs would cover unrecorded assets and liabilities. Due 

to certain requirements under Generally Accepted Account 

Principles, the affected utilities likely have certain 

stranded costs that do not appear as recorded assets and 

liabilities in their published financial statements. Some 

examples are the generation portion of the transitional 

obligation for postemployment healthcare benefits under 

Statement of Financial Accounting Standards No. 106, and 

amounts that may have been ordered by this Commission to be 

deferred for ratemaking, but which may not be reported under 

Generally Accepted Accounting Principles as regulatory 

assets by the respective utilities. There also may be 

unrecorded obiligations such as those relating to long-term 

fuel and transportation contracts. The affected utilities 

should be permitted to request the opportunity to recover 

all unmitigated stranded costs, whether or not presently 

reported as assets and liabilities in their balance sheets. 

Another ambiguity that exists In the Rules Is that with. 

respect to the manner in which the costs of disposing spent 

4 
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nuclear fuel should be considered f o r  recovery pur-poses. 

Section R14-2-1608 permits the costs of nuclear power plant 

decommissioning programs to be included in the System 

Benefits Charge; however, nowhere in the Rules is the cost 

of spent nuclear fuel disposal addressed. The Rules should 

be clarified to identify whether spent fuel costs are part 

of stranded costs, or should be treated in the same manner 

as the costs of nuclear decommissioning. 

Q. With respect to stranded costs, what specificity do you 

believe needs to be included in the Rules? 

A .  In order to avoid significant differences between the 

affected utilities, I believe that some standardization 

is desirable. The types of costs that may be considered 

as stranded, as well as the calculation period and method 

used for quantifying stranded costs, should be identified. 

Moreover, the time period and mechanism to be used for 

stranded cost recovery should be set forth in the Rules. 

Timing of 
Stranded Cost Filinas 
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61. When should the affected utilities be required to file the 

estimates of their stranded costs? 

A .  Although the Rules do require the affected utilities to file 

estimates of their stranded costs, they are silent with 

respect to the timing of  such filings. It is patently 

obvious that, if the transition to retail competition is to 

commence and proceed in a rational, efficient, and timely 

manner, the entire stranded costs issue, including their 

identification, quantification, and timing and method of 
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recovery must be resolved as soon as practical. The affected 

utilities need to have sufficeint guidance from the Rules to 

begin preparing their stranded cost estimates and filings. 

Then, the Commission Staff and all interested parties need 

to have adequate time to thoroughly analyze and object to, 

if necessary, the companies’ requests. All of this takes 

time, and it must be completed prior to the commencement of 

retail competition, now scheduled for January 1, 1 9 9 9 .  Time 

is of the essence. This evidentiary proceeding and the 

required filings of stranded cost estimates should proceed 

1 1  as rapidly and diligently as possible. 

Quantifying 
Stranded Costs 

12 Q .  

13 A .  

14 

15 

16 

17 

18 

19 

2 0  

21  

22 

23  

24 

25 

26 

27  

What costs should be included in stranded costs? 

Any yet-to-be recovered, prudent operating or capital c 

incurred by an affected utility under its traditional 

obligation to serve, that is likely unrecoverable in a 

competitive environment with prices reflecting marginal 

costs, will be stranded. Typically, this will include 

st 

generation assets, purchased power agreements, fuel and 

related transportation contracts, and regulatory assets. 

Other costs may also be considered as stranded, depending on 

company-specific facts and circumstances. Generation 

assets are the single largest category of stranded costs. 

This includes net plant in service, construction work in 

progress, common plant associated with generation-related 

activities, fuel inventories and related transportation 

and handling facilities and equipment, and assoc la ted  

materials and supplies. 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20  

2 1  

22 

23  

2 4  

25 

26 

27 

28 

Potential stranded generating costs not only include the 

facilities’ current recorded capital costs, but also the 

amounts that will be required to be expended in connection 

with their physical removal at the expected end of their 

respective service lives. Under the Rules, such costs 

associated with nuclear facilities are to be considered as 

recoverable under the System Benefits Charge. While clearly 

not as great, the costs of removing fossil plants at their 

retirement from service may nevertheless be substantial. 

Regulatory assets represent current expenditures that have 

been deferred by the utilities and/or their regulators for 

future cost recovery. Such treatment is consistent with the 

long-standing principle followed by this Commission and 

other regulatory bodies in attempting to synchronize 

ratepayer benefit with cost recovery. Regulatory assets may 

also be created for moderating the rate impact of 

unavoidable o r  non-annually recurring events, o r  promoting 

utility involvement in public policy initiatives. Among the 

more common regulatory assets are: previously flowed-through 

deferred taxes, deferred fuel costs, deferred demand side 

management costs, deferred pensions and employee benefit 

costs, and extraordinary losses. 

In all cases, I believe that an affected utility has a 

strong burden of proof with respect to identifying and 

quantifying stranded costs, and a clear obligation to take 

all reasonable steps for their mitigation. 

7 
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How may stranded costs be quantified? 

Two predominant approaches exist for quantifying stranded 

costs. "Administrative" approaches essentially represent 

a process whereby a measure of stranded costs is established 

based on estimates and expectations of future market prices 

and asset values in a joint effort by the affected utility, 

the regulatory agency, and other interested parties. "Market 

Valuation" approaches use observed valuation of the stranded 

assets in a current market context. The most frequent 

administrative approach currently being used is the "Net 

Revenues Lost" method. The most frequent market valuation 

method is through asset sales or the divestiture of assets. 

For reasons more fully covered later in my testimony, due 

to the tremendous uncertainty associated with projecting 

market prices for power and other key variables, I believe 

the risks of estimation associated with a single, up front 

market valuation of stranded assets are such that the method 

should not be considered for stranded cost quantification. 

Which method do you believe should be used to quantify 

stranded costs? 

No method is without its faults or critics; however, all 

things considered, I believe the most appropriate method is 

the Net Revenue Lost approach, with some opportunity for 

periodic true-up. This is a top-down approach that compares 

the expected future annual revenue requirements for the 

affected utility's generation business under traditional 

cost-based regulation with the annual revenues expected to 

be recovered in a competitive generation market with prices 
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based on marginal cost. It recognizes that utilities that 

made multiple investment decisions under the traditonal 

form of cost-of-service regulation expected to receive a 

revenue stream to cover the cost of such investments over 

their expected useful service lives. Under this scenario, 

stranded cost is measured as the net present value of the 

annual differences between expected revenues under a 

continuation of regulation and those likely to be received 

after the introduction of retail competition. 

The Net Revenues Lost approach is the method by which the 

FERC, in its Order No. 888, has directed companies subject 

to its jurisdiction to quantify wholesale stranded costs. 

It considers all of an affected utility’s generation costs 

under traditional techniques understood by regulators, 

utilities, and other usual participants in the ratemaking 

process. It allows the calculation to reflect both above- 

market and below-market assets and costs. It is a relatively 

simple mathematical calculation once relevant assumptions 

are known. It eliminates the need for an asset-by-asset 

determination and can also accommodate periodic true-up to 

reflect the effects of changes in market prices or other 

market assumptions. 

Calculation 
Time Frame 

2 4  Q. Over what time frame should stranded costs be calculated? 

25 A .  The time period over which stranded costs are computed will 

26 affect their overall quantification. Under the traditional 

27 obligation to serve, utilities made significant long-term 
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investments on behalf of their customers. Using very long 

planning horizons, companies undertook construction programs 

to assure there was sufficient and reliable capacity over 

long term. These costs were incurred by the respective 

utilities to fulfill their retail franchise obligations to 

serve customers directly with the understanding that 

competing entities would not provide direct retail service, 

and that there would be a fair opportunity to recover the 

prudent investments that had been made. Under traditional 

ratemaking, the costs of long-term investments were spread 

over their estimated useful service lives, with the intent 

of properly synchronizing cost recovery with ratepayer 

benefit. In connection therewith, there was a reasonable 

expectation that utilities would be given a fair opportunity 

to recover all such capital costs. In order to correctly 

compute stranded costs, it is critical to consider the 

expected remaining service and cost recovery periods that 

are associated with such assets and that have been reflected 

in the ratemaking process. Imposing some l i m i t  on the 

period for quantifying stranded costs may not only deny the 

affected utilities a reasonable opportunity for full cost 

recovery, but may also deny ratepayers the potential 

benefits of recognizing the declining net rate base 

investments occurring over time. Accordingly, it is my 

belief that, in quantifying stranded costs, the remaining 

service lives of the affected assets implicit in rates be 

considered. 



Recovery 
Time Fr ame 
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Q. Over what period should stranded costs be recovered? 

A .  In addressing this issue, it is assumed that, unlike 

wholesale stranded costs which are recovered via an exit 

fee to departing customers, retail stranded costs will be 

recovered through an on-going wires charge. The length of 

the recovery period is primarily a function of the size of 

the stranded investment to be recovered, the number of 

parties from whom it will be recovered, and the extent to 

which the parties are interested in concluding the 

transition period as rapidly as possible. Basically, the 

longer the recovery period, the smaller the periodic charge 

but the greater uncertainty and delay until retail 

competition is fully achieved. Conversely, the shorter the 

recovery period, the greater the charge, but also the 

greater liklihood of recovery and more rapid completion of 

the transition to full retail competition. Whatever, the 

recovery period ultimately determined as appropriate by this 

Commission, it should be sufficiently long to provide the 

affected utilities a reasonable opportunity to recover 

their stranded costs. 

The other states addressing stranded cost recovery in 

connection with electric industry restructuring have 

established recovery periods generally ranging from five 

to ten years. Considering all relevant factors, I recommend 

a recovery period of ten years, but would not be strongly 

opposed to a period as short as five years. 

1 1  



Stranded Cost 
Payment Resaonsibility 

1 Q. From whom should stranded costs be recovered? 

2 A. Among the critical elements of any stranded cost recovery 

plan are the parties to whom such charges will be levied 

and the type of charge mechanism to be used. As stated, 

in their present form, the Electric Competition Rules 

provide for stranded cost recovery only from those utility 

customers taking competitive power (R14-2-1607.J). No 

specific guidance is given for the type of charge to be 

used f o r  stranded cost recovery. Rule R14-2-1607.H permits 

10 an affected utility to request Commission approval o f  

11 "distribution charges or other means of recovering 

12 unmitigated stranded costs from customers..." I believe 

13 all customers should bear some responsibility for stranded 

1 4  costs and that the proper recovery mechanism is a non- 

15 bypassable, across-the-board, end user wires charge that 

16 reflects the true nature of underlying stranded costs. I 

17 would not object, however, to some distinction being made 

18 between the stranded cost charge to be assessed the parties 

19 using competitive power, and those customers remaining as 

20 standard offer customers, recognizing that the latter are 

21 already paying stranded costs through their service rates. 

22 

23 Q .  Why do you believe that all customers should bear some 

24 stranded cost responsibility? 

2 5  A. I believe that all customers should bear some responsibility 

26 f o r  stranded costs f o r  two reasons. First, the major driver 

27 for the move to implement retail competition is lower rates 

12 
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f o r  everyone in the long run. Electric restructuring is 

perceived to bring overall benefits to society in general, 

through improved efficiency in the industry and prices that 

more closely reflect true marginal costs. If it is truly 

believed that consumers will ultimately benefit from 

the introduction of retail competition, then all consumers 

should bear some responsibility f o r  stranded costs. This 

theory is consistent with the manner in which responsibility 

for stranded costs was spread in the deregulation of the 

natural gas pipeline industry, and is the way that certain 

portions of the costs of the local telephone loop plant, 

previously assigned to the interstate jurisdiction prior 

to deregulation of the long distance telecommunications 

business, are now recovered via subscriber- 1 ine charges 

assessed to all end users, irrespective of whether they 

initiate o r  receive any long distance calls. This approach 

is also used in the property tax mechanisms in many states 

whereby some portion of all citizens’ tax payments support 

the public schools, whether o r  not the taxpayers actually 

have or have had children attending school. The perceived 

overall benefit of free public education to society in 

general warrants such broad-based cost support. 

I also believe that stranded costs should be recovered from 

all consumers for economic reasons. Those customers opting 

to procure competitive power may not see some or all of the 

benefits of competition in their final electric bills, if 

they bear the entire burden for stranded costs. To the 

extent that stranded costs are fully recoverable, and the 

13 
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period for their recovery is shorter than the horizon over 

which they were quantified, and recovery is permitted only 

from parties taking competitive power, the amounts paid by 

the latter, including the stranded cost charge, may actually 

exceed amounts paid by standard offer customers paying 

regulated rates with no additional stranded cost obligation. 

For example, assume a host utility has a bundled rate of 1 0  

cents per kWh, comprised of  5 cents fur generation and 5 

cents f o r  delivery. Further assume that competitive power 

is available for 3 cents per kWh. To the extent that the 

applicable stranded cost charge is greater than the 2 cent 

differential between the power cost of the host utility and 

competitive power, there is no economic incentive for the 

customers of the host utility to take the competitive power. 

The alternative source price per kWh ( 3  cents generation + 

5 cents delivery t the stranded cost charge) would exceed 

the 10 cent price currently avalilable. A key reason why 

this may occur is illustrated by the simple example of an 

8 percent $100,000 mortgage loan. With a thirty-year term, 

the monthly payment is $734 .  That increases to $ 9 5 6  when 

the term is reduced to fifteen years. With any cost recovery 

scenario, as the period for recovery is shortened, and all 

other factors held constant, the annual recovery amount will 

always increase. 

To the extent that consumers of competitive power will not 

be able to realize the fu l l  economic benefit of changing 

power  supplier^, t h e r e  will be an economic: disincentive to 

leave their host utility. True competition can only occur 

1 4  
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at the margin. Whatever ultimately may be the stranded cost 

mechanism approved by this Commission, it is critical that 

it be designed to promote efficient competition, meaning 

that all suppliers must compete on the basis of their 

marginal costs, and such supplier differences be reflected 

in the prices paid by consumers. It i s  clear that the true 

benefits of retail competition can only be realized if all 

consumers are required to participate in stranded cost 

recovery. It is apparent that R14-2-1607.5 must be amended 

to broaden the base for stranded cost recovery to include 

all consumers for whom utilities made long-term commitments 

in connection with the traditional obligation to serve. 

Q. Should new customers bear an obligation for stranded costs? 

A .  Yes, I believe they should. They should pay their fair share 

as though they had been served all along. The affected 

utilities have traditionally planned their systems to 

accommodate customer growth. Moreover, an incentive should 

not be created f o r  customers to attempt to bypass stranded 

cost obligations by trying to appear as though they are a 

"new" customer. 

Q. Should departing customers be charged for stranded costs? 

A .  To the extent they are truly physically leaving the area 

served by the host utility, they should bear no further 

stranded costs. Effects of routine customer departures have 

traditionally been considered in utilities' generation 

planning processes. The impact of such departures will, to 

a certain extent, be offset by new customers of the utility 

15 
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who will assume their respective share of stranded costs. 

Moreover, the departing customers will likely be subject to 

stranded cost,  charges by the incumbent utility in the new 

area to which they relocate. 

What about customers that opt to self-generate? 

R14-2-1607.J states that reductions of electricity sales due 

to customers self-generating shall not be used to calculate 

or recover stranded costs. I believe that the Rule should 

be amended to require some stranded cost compensation from 

those customers who decide in the future to self-generate. 

Self-generation may be a way some parties choose to bypass 

their stranded cost responsibility. It could also lead to 

economically perverse results. If, for example, the host 

utility has marginal costs of 4 cents per kWh and a stranded 

charge of 5 cents per kWh, the customers may opt to self- 

generate at a marginal cost of 7 cents--3 cents above the 

utility’s marginal cost. That type of uneconomic bypass 

would result in an overall efficiency loss. To eliminate 

any incentive for stranded cost bypass, the charge should be 

made recoverable from all customers, including those that 

elect sel f -generat ion. 

There arc two ways that may be used for collecting stranded 

costs from customers opting to self-generate. First, many 

such customers will continue to purchase emergency, back-up 

power from the host utility. In such circumstances, the 

customer’s allocated share  of stranded costs could be 

incorporated as part of the standby service charge. Second, 
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Q. 

A .  

it may be possible to recover stranded costs from customers 

t ha t  departr. t o  self-generate t h r o u g h  some form of exit fee. 

Should those parties currently served under interruptible 

rates and special contracts be obligated to compensate their 

host utility for some portion of the stranded costs? 

These customers present an interesting situation. By 

definition, interruptible customers go off-line at times 

of high system demand. They are billed under rat.es based 

upon the full cost of service, less some credit to represent 

the higher peaking capacity costs the utility avoids when 

such customers’ service is suspended. With respect to the 

special contract customers, under this Commission’s current 

policy, such customers must have economically viable power 

supply alternatives. By signing the special contracts, they 

agree to remain with their host utility, and benefit by 

receiving certain rate concessions. Their special rates 

reflect all variable costs, plus some contribution toward 

fixed costs. Other customers benefit as well, by not having 

their rates increase to cover the lost margins that would 

result due to customer departures, absent such agreements. 

Clearly, the stranded cost implications for interruptible 

and special contract customers are different from those of 

full service, firm customers. 

I believe that a distinction should be made with respect to 

interruptible customers such that they bear somewhat reduced 

stranded cost charges, depending on the specific manner in 

which the c o s t s  of serving such customers are determined and 
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reflected in the resulting rates. Utility generation 

capacity planning and service requirements for this class of 

customer are less than those associated with firm service 
a 

customers. As a result their stranded cost burden f o r  
I 

capacity-related costs should be less. On the other hand ,  I I 

d o  bel ieve that interruptible customers should be ascigned 

full responsibility for energy-related stranded costs. 

With respect to special contract customers, it is my belief 

that they should, as a group, be assigned their fair share 

of the stranded cost burden, but the ultimate recovery 

thereof should be a matter f o r  negotiation between the 

respective parties. The remaining body of ratepayers should 

not be burdened with any portion of the stranded costs 

allocable t o ,  but not recoverable from, this group of 

customers. 

For purposes of developing a stranded cost charge mechanism, 

on what basis should costs be allocated between regulatory 

jurisdictions and between customer classes? 

Stranded costs should be allocated jurisdictionally and to 

customer classes in a manner consistent with the respective 

utility’s current ratemaking treatment of the actual costs 

themselves. This should affect a recovery of stranded costs 

in relatively the same proportions as cost recovery would 

have been expected to be achieved under a continuation of 

regulation. This appraoch to allocation has been adopted 

by s e v e r a l  of the s t a t e s  considering e l e c t i - i c  r e s t r u c t u r i n g .  

18 



1 Q. What mechanism should be used f u r  billing and recovering 

2 stranded costs? 

3 A .  I believe the most appropriate mechanism f o r  billing and 

4 recovering stranded costs is a non-bypassable, across-the- 

5 board end user wires charge with both energy and demand 

6 components. This is consistent with sound economic 

7 principles and reflects the underlying nature of the 

8 stranded costs. 

True-up o f  
Stranded Cost Estimates 

9 Q. Should there be a periodic true-up of the utilities’ 

10 estimates of stranded costs? 

11 A .  Yes, there most certainly should be a periodic reexamination 

12 of administratively determined stranded costs. Presently, 

13  the Electric Competition Rules provide for the possibility 

14 of such reconsideration. R14-2-1607.L states that the 

15 Commission may order regular revisions t o  the estimates. I 

16 believe the Rules should be amended to reuuire periodic 

17 true-ups and corresponding revisions to the stranded cost 

18 charges throughout the recovery period. While the 

19 calculation methodology and estimates of stranded costs 

20 could be agreed upon before retail competition begins, 

2 1  the actual calculations and associated charges would be 

22 determined on a periodic basis reflecting realizations of 

2 3  the relevant variables. Initially, this could be annually, 

2 4  but as experience and confidence in the quantification 

25 process is gained, the frequency could be extended. 

26 

27 Q. Why do you believe there should be a periodic true-up? 

19 
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There is considerable uncertainty in attempting to quantify 

stranded costs. The process is based on a number of factors 

that, at this point, are nearly impossible to predict. It 

is pure speculation to project what the markets and prices 

for power will be in the future. To the extent estimates of 

stranded costs are overstated, utility shareholders w i l l  be 

unjustly enriched and consumers will be economically 

detk-imented. If the quantifications are understated, the 

opposite effects on these stakeholders will occur. 

Clearly, the most significant variable in quantifying 

stranded costs is the market clearing price for power. It 

is implicit in every computational methodology, both 

administrative and market-based. It is based on a variety of 

factors including customer demand, market structure, n e w  

accounting and tax rules, generation and fuel mix, 

generation and transmission capacity, the level of interest 

rates and inflation, advances in technology, and new 

laws and governmental regulations. At this point, trying to 

forecast the market price for power over the stranded 

cost calculation horizon would probably be as much as or 

more difficult than trying to guess the price of a single 

stock on the New York Stock Exchange throughout that same 

period. An example of the risks in trying to estimate the 

prices and costs of electricity can be seen in the problems 

encountered in New York and California as the regulators in 

those states made determinations and rulings in connection 

w i t h  QF power under- the requirements o f  PURPA. Many o f  t he  

stranded costs o f  electric utilities in those s t a t e s  can be 

2 0  



attributed to such errors in estimation. 

I believe that a periodic true-up is necessary to assure 

that electric restructuring in Arizona is carried out in a 

manner that protects the public interest. Such a revisiting 

does not have to guarantee a dollar-for-dollar recovery 

(regulation never did that), but at a minimum should enable 

8 prospective adjustments of the stranded cost charge to 

9 reflect change5 in major uncontrollable variables, f o r  the 

10 protection of both consumers and utility investors. 

Price Caps 
and Rate Freezes 
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Should price caps and rate freezes be a part of the stranded 

cost recovery program? 

Although I am aware that other states addressing retail 

electric competition are considering price caps arid rate 

freezes as a part of their overall plan, I am taking no 

specific position on whether this Commission should adopt 

them for Arizona. However, I d o  wish to comment on the 

matter. 

In the Stranded Cost Working Group meetings, several of the 

participants stated their preference f o r  a price cap o r  rate 

freeze. No one, however, offered any substantive details as 

to how such a plan should be developed, implemented, o r  

operated. For example, what rates should be frozen or 

capped--the total price for service, or just the 

distribution portion? In the competitive environment, 

generation will be deregulated, transmission will 

2 1  
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essentially be totally FERC-regulated, leaving o n l y  

distribution service f o r  the A C C  to regulate. DOGS the 

Commission have the continuing authority to include 

generation and transmission service in a price cap or rate 

freeze if they no longer regulate those business 

segments? Does a price cap or rate freeze comport with the 

Commission’s responsibility to provide utilities under its 

jurisdiction a reasonable opportunity to recover the cost of 

providing service. I believe that any party advocating 

price caps or rate freezes should be required to answer 

these and other questions and supply all o f  the relevant 

details of their proposal. 

Mitigation of 
Stranded Costs 
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Q. What do the Rules say about mitigation of stranded costs? 

A. R14-2-1607.A requires the utilities to take every feasable, 

cost-effective measure to mitigate stranded costs, and cites 

expanding markets or the scope of their service offerings as 

examples of mitigation techniques. I totally agree. 

Q. What factors should be considered f o r  the mitigation of 

stranded costs? 

A. In considering mitigation, it is important to note that 

many stranded costs are obligations or sunk costs which, by 

definition, cannot be mitigated. They can only be 

reallocated, or offset by additional revenues. Accordingly, 

many mitigation proposals are merely targeted to shift the 

cost responsibility between utility investors, consumers, 

taxpayers, wheeling customers, or independent power 

22 
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producers. As a result, not all mitigation strategies 

being advanced are necessarily based on considerations of 

fairness or equity when the ultimate bearer of this 

financial responsibility is identified. 

Mitigation can be achieved in two principal ways: cost 

reduction and containment efforts and revenue enhancement 

strategies. Mitigation can occur when affected utilities 

reduce generation and operating costs to be more in line 

with t h o s e  of the market. This may be accomplished by 

reducing operating costs (both labor and non-labor) via 

productivity and efficiency gains, and by repowering or 

retrofitting existing plants and replacing inefficient 

generating units and equipment as well as making changes 

that facilitate fuel switching. Another mitigation tool 

available is the renegotiation or buy-out of above market, 

or otherwise uneconomic, fuel, transportation, o r  purchased 

power contracts. 

Stranded cost mitigation may also occur when affected 

utilities are able to generate additional revenue sources. 

Such efforts may include the development of new energy sales 

opportunities at prices above the respective utility’s 

actual variable fuel and O&M costs, the sale of existing 

owned capacity and purchased capacity rights, and the sale 

of emmission (SO2 and NOx) credits. Utilities with 

substantial transmission capacity will find marketing to be 

a more effective s t r a t e g y  t h a n  will utilities w i t h o t ~ t .  such 

interconnection possibilities. 
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I believe an important distinction must be made with respect 

to revenue enhancement as a mitigation tool. To the extent 

that additional revenues are derived from the generation 

assets o r  other resources which underlie the revenue 

requirements upon which current regulated rates are based, 

they may be considered as being available f o r  mitigaCing 

stranded c o s t s .  Revenues derived from assets and other 

resources that are currently non-jurisdictional o r  non- 

utility, and for which the utility shareholders are at 

risk, should not be used as an offset to stranded costs. 

A third way that stranded costs may be mitigated is through 

accelerated depreciation of generation assets o r  accelerated 

amortization of regulatory assets. Unless, however such 

accelerated expense recognition is accompanied by 

commensurate cost recovery, this exercise is not mitigation, 

it is merely a transfer of wealth from utility investors to 

consumers. A way for this technique to achieve true 

mitigation is through the use of some type of rate freeze 

(such as has been done with nuclear assets in California) o r  

a negotiated earnings sharing agreement between an affected 

u t i l i t y  and its regulators Csimilar to that which exists 

between A P S  and the A C C ) .  In either case, overall costs of 

service may be declining and a portion of the savings are 

offset by the accelerated expense recognition rather than 

flowing the savings in their entirety back to ratepayers. 

The stranded cost burden can also be reduced through time. 

Ey delaying the introduction of competition, the utilities 
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will be able to continue recovering all of their stranded 

c o s t s  thy-nugh bundled full service r a t e s .  As capital 

investments in generat ion assets continue to be recovered 

through depreciation charges, there will be a reduced ,  

yet-to-be recovered amount at the time competition is 

ultimately introduced. I mention this for information 

purposes only; it is not my recommendation to change the 

scheduled January 1, 1999 implementation date. I would, 

however, not be opposed to such a postponement if it would 

mean a more efficient and equitable move toward competition. 

As stated, I strongly believe that the affected utilities 

have an obligation Cn take every reasonable measure t o  

mitigate stranded costs. However, because the 

circumstances of what constitutes reasonable and prudent 

mitiga.tion e€forts can be expected to vary widely between 

companies, a generic approach for analysis should be 

avoided. Mitigation e f f 0 r t . s  should be evaluated on a 

case-by-case basis. It is also important to note that 

mitigation efforts themselves are not withnut costs; they 

may generate additional stranded costs. Therefore, 1 

bel ieve the Electric Competition R u l e s  should be 

amended t o  permit each affected ut.ility to independently 

demonstrate that their mitiydtion effor.ts were reasonable 

and cost beneficial, based on all relevant facts and 

circumstances. 111 addition, amounts prudently spent i n  

connection with mitigation efforts should be included in 

the ba lance  o f  r ecove rab le  s t r s n d t t d  c o s t s .  

25 
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Q. How should t h e  market. c l e a r i n g  p r i c e  he determined? 

A. As stated the market clearing price for power is the most 

critical and sensitive variable used in complltiny stranded 

costs. Other ~ t a t e s  a r e  using v a r i o u s  measures for the 

market price. A s  California begins  I t s  f o r a y  i t r t u  retail 

electric competition, the utilities in that State will use 

2 . 4  c e n l s  pe r  kWh as the i n t i t i a l  market price for computing 

stranded costs in 1998. That represents the estimated 

short-run avoided costs f o r  the y e a r  and will be trued-up 

at 5 later date. Ultimately the price on the spot market 

known as thP California Power- Exchange will be used once 

that market is firmly established. In M i c h i g d n ,  the 

utilities will use an averavge price based on regional c o s t  

data from t h e  Michigan Electric Coordinated System. Such 

price estimates are required to be trued up annually. 

One likely source of a market price available f o r  Arizona 

is the Dow Jones Palo Verde Electricity Index. I believe, 

however, that such an index may n o t  be totally reliable for .  

the long r u n .  Factors such as substantial excess 

generating capacity in the Southwest and effects of new 

participants trying to establish a foot.hold in the market 

may produce pricing trends that may be unrepresentative and 

and likely unsustainable in the long run. 

In establishing a market; clearing price f o r .  pu rposes  o f  

quantifying stranded costs in Arizona, a key consideration 

26 
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is whet.her an ex post make-whole adjustment to actual is 

p a r t  o f  any t r u e - u p  process. While a total make-whole 

process may be inappropriate (regulation provided only an 

opportunity to recover a l l  costs, not a guarantee) due to 

the extreme difficulty in projecting the market clearing 

price, I believe that. s t r o n g  consideration s h o u l d  be g i v e n  

to adjusting str-anded cost recovery to eliminate the effects 

of errors i n  estimating the market clearing price. T o  t h e  

extent such an adjustment is allowed, the actual market 

price could be determined by summing all electric revenues 

f o r  capacity and energy in Arizona cluring the measurement 

period, and dividing t h e  result by actual kWh sa1rs dut.it1.j 

that same time frame. 

Accounting 
I s s u e s  

1 4  Q. Does the issue o f  stranded cost quantification and recovery 

15 raise any significant accounting imp1 ications. 

16 A .  Industry restructuring and the stranded costs likely to 

17 result therefrom have significant accounting implications. 

13 

19 Q. What a re  the accounting implications? 

2 0  F,. An assessment of  the accounting imp1 icat ions associated w i t h  

21 stranded c o s t s  must first begin with an understanding o f  the 

22 unique nature o f  accounting principles arid practices used i l l  

2 3  the public utility industry. In most instances, the same 

2 4  accounting principles that apply to businesses in general 

25 also apply to public utilities. The differences that exist, 

2 4  however-, a r e  s i y n i f  ic:ant and  a r e  totally attributable t o  the 

27 traditional process whereby utility rates a r e  based on the 

27 
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costs of p r o v i d i n g  s e r v i c e .  Ry h a v i n g  the  power t o  deter-mjLie 

t h e  costs upor: w h i c h  rates a r e  b a s e d ,  r e g u l a t o r s  cat1 create 

economic  i m p a c t s  t h a t  m u s t  he a p p r o p r i a t e l y  coi - i s idered i n  

u t i l i t y  a c c o u n t i n g  a n d  f i n a n c i a l  r e p o r t i i i y .  The accui in t i~ icy  

u s e d  b y  u t i t i t i t . . ;  has e v o l v e d  o v e r  t h e  yeat'%, xnd g a i n e d  

w i de  s p r  e a d  ac ce p t a n c  e b y ac L' o u H t i n y ru t a I I  d a 1- d k. F e t t e r E. , 

g o v e r n m e n t a l  a g e n c i e s ,  r e g u l a t o r s ,  a n d  t h e  f i n a n c i a l  

community.  

The k e y  c t c c o u n t i n y  s t a n d a r d  a f f e c t  i n y  u t i l  i t i e s  i s  

S ta tement  of  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  No. 71 ,  

" A c c o u n t i n g  for-  t h e  E f f e c t s  of C e r 3 t a i n  Types o f  R e g u l a t i o n , "  

("SFAS No. 7 1 " ) ,  which d e f i n e s  a r e g u l a t e d  e n t i t y  and 

c o n t a  i n 5  s ta . r idards  t h d t  m u 5  t be  compl i p d  w i t h  i n  p k  e p a r  iriy 

f i n a n c i a l  s t a t e m e n t s  i s s u e d  b y  p u b l i c  u t i l i t i e s .  A l l  o f  t h e  

a f f e c t e d  u t i l i t i e s  i n  t h i s  proceeding k e e p  t h e i r  b o o k s  i n  

a c c o r d a n c e  w i t h  SFAS No. 71 .  

Under SFAS No. 71 ,  t h e  most  i m p o r t a n t  d i f f e r e n c e  be tween 

t h e  a c c o u n t i n g  used  by r e g u l a t e d  u t i l  i t i e s  a n d  unr .eg i l la ted  

b u s i n e s s e s  is t h e  a b i l i t y  of  r e y u l a t o  t o  cve*= i te  a s s e t a  

( " r egu1a tc ) r .y  a s s e t s " )  b y  d e f e r r i n g  t o  f u t u r e  per i o d s  (arid 

t h e r e f o r e  r e c o v e r a b l e  i n  f u t u r e  r a t e s )  c o s t s  wh ich  would 

o t h e r w i s e  be c h a r g e d  t o  e x p e n s e  i n  the  c u r r e n t  p e r i o d .  

With t h e i r  l e g a l  a u t h o r i t y  t o  i d e n t i f y  t h e  t y p e s  a n d  amoun t s  

of c o s t s  t o  be r e c o v e r a b l e  i n  r a t e s ,  r e g u l a t o r s  have  

t r a d i t i o n a l l y  b e e n  ab le  t o  p r o v i d e  t h e  n e c e s s a r y  l e v e l  o f  

assul-atice t h r o u g h  r a t e  o r d e r s  t h a t  a n y  amount E, o r d e r e d  t o  

be d e f e r r e d  f o r  r a t e m a k i n y  p u r p o s e s  meet t h e  c r i t e r i a  t o  

2 8  
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be reported as assets in pub1 ished financial statement5. 

Many of the strandpd coats o f  uti1 ities .?.re such regulatory 

a s s e t s .  

Other utility industry specific accounting standards have 

been i s s u e d  by the Financial Account i i ig  Standards Baht-d 

("FEE") in response to concerns ovtlk- the financial 

implications of non-traditional ratemaking practices. SFAS 

No. 90, issued in 1986, addressed the proper a.ccounting €ut-, 

costs associated with cancelled power plant, projects, while 

SFAS No. 92, issued in 1987, dealt with accounting for plant 

costs deferred f o r  future rate recovery under commission- 

approved  phase-in plans. 

With the emergence of competition and deregulation in the 

utility industry, many of the companies discovered they uo 

longer met the criterid set forth in SFAS No. 7 1  t o  continue 

to be characterized as a "regulated enterprise" for 

accounting purposes. I n  response thereto, in 1988 the FASB 

issued SFAS No. 101, "Accounting for Discontinuation of 

Applicdtion of SFAS No. 71. "  The t . h rus t  of this new standard 

is  that, when an enterprise ceases to meet the criteria af 

SFAS No. 71, it must discontinue its application, and remove 

from its books of account the effects of actions by 

regulators that would  iiot have been recorded by enterprises 

in general. Typically, that means writing off all recorded 

regulatory assets and liabilities. 

, 
11: 1995, an additional a c c o u ~ i t i f i g  standard having stranded 

29 
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cost i m p l i c a l i o n s  was i s s u e d  by t h e  FASB. SFAS No, 121,  

"Account iriy f o r  t he  I rnydi rmpnt  o f  Lony-Li  v r d  A s ? . t a t S  and f o r  

Lorig-l,ived A s s e t s  t u  be D i s p o s e d  Of"  a d d r e s s e d  c o n c e r n s  t h a t  

a r o s e  w i t h i n  t h e  a c c o u n t i n g  p r o f e s s i o n  a n d  i n  t h e  f i n a n c i a l  

community,  p a r t i c u l a r l y  w i t h  r e s p e c t  t o  r e p o r t e d  a s s e t s  o f  

u t i l i t i e s ,  g i v e n  t h e  e x t e n t  t o  which d e r e g u l a t i o n  and 

Lest tb r - i r ig  was C ~ G C L ~ T Y  iiig i n  t h e  i n d u s t r y .  SFAS N o .  i Z 1  

1 i s t s  c e r t a i n  e v e n t s  ( i n c l u d i n g  a s i g n i f i c a n t  change In  t h e  

r e y u 1 a t o r . y  cl irnate i n  wh ich  a company o p e r a t e s ) ,  t h e  

OccUrrence  o f  which  r e q u  ir-e5 t h e  company t o  cor13 i d e r  whether.  

any a f  i t s  a s s e t s  may have  b e e n  i m p a i r e d .  For t h i s  p u r p o s e ,  

t h e  c a r r y i n g  amount of  t h e  a f f e c t e d  a s s e t  m u s t  be compared 

t O  t h e  e x p e c t e d  f u t u r e  u n d i s c n u n t e d  v a l u e  of  r e l a t e d  n e t  

c a s h  f l o w s .  I f  t h e  r e c o r d e d  amount e x c e e d s  t h e  p r o j e c t e d  

c a s h  f l o w s ,  t h e n  a s s e t  impa i rmen t  m u s t  be  r e c o g n i z e d  . ~ n d  thcr 

book v a l u e  of t h e  a s se t  r e d u c e d  t o  i t s  f a i r  market.  v a l u e .  

Any i n q u i r y  i n t o  s % r a n d e d  c o s t s  q u a n t i f  i c d t i o n  a n d  r e c o v e r y  

must c o n s i d e r  t h e  r e q u i r e m e n t s  and  e f f e c t s  o f  SFAS No. 71, 

1 0 1 ,  and  1 2 1 .  The major  potentidl threat, to the a f f e c t e d  

u t i l i t i e s  of  b e i n g  f o r c e d  t o  g c  o f f  o f  SFAS N o .  71 would be 

t h a t  t h e y  i m m e d i a t e l y  w r i t e - o f  I: a l l  g e n e r a t i o n - r e l a t e d  

r e g u l a t o r y  a s s e t s .  Then, t o  t h e  e x t e n t  t h a t  t h e  g e n e r a t  i n y  

a s se t s  a r e  i m p a i r e d ,  f u r t h e r  w r i t e - o f f s  would be r e q u i r e d  

unde r  SFAS No. 1 2 1 .  

A s  t h e  e l e c t r i c  u t i l i t y  r e s t r u c t u r i n g  e f f o r t s  p r o c e e d ,  i t  

h a s  become p a t e n t l y  o b v i o u s  that., as  w r i t t e n ,  SFAS No.  71 

d i d  rtot, f u l l y  c o n t e m p l a t e  the d i r e c t i o n  t h a t  d e r e g u l a t i o n  

30 
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a n d  c o m p e t i t i o n  a r e  t a k i n g  t o d a y .  Not ,wi  t h s t a r ~ d i ~ , g  t h e  

d i r e c t i o n  a n d  g u i d a n c e  e x i s t i n g  under- SFAS No. 71 ,  90,  9 2 ,  

1 0 1  a n d  1 2 1 ,  there  h a s  b e e n  c:unsider-able u n c e r t a i n t y  r a i s e d  

i n  c o n n e c t i o n  w i t h  niany of  t h e  r e s t r u c t u r i n g  p l a n s  b e i n g  

c o n s i d e r e d .  Some o f  t h e  q u e . i t i o n s  beirlry r a i s e d  include: 

a )  When d o e s  a u t i l i t y  g o  o f f  SFAS No. 71-- 
upon the  announcement  o f  a date c e r t a i n ,  
o r  on  t h a t  d a t e  c e r t a i n ?  

bl M a y  a s t r a n d e d  c o s t  t h a t  would o t h e r w i s e  
have  t o  be  w r i t t e n  o f f  undet ZFAS N o s .  101 
O Y  i 2 1 ,  c o n t i n u e  t u  be r e p o r t e d  as an asse t  
i f  i t s  r e c o v e r y  w i l l  be a l l o w e d  as pa1.t o f  
b i l l i n g s  f o i  d i s t r i b u t i o n  r . ~ . r v i c ~ ” ?  

:ti M a y  1997, t i i t !  Emerging 1 j s U e 3  Task F o r c e  of  t h e  FASB 

a g r e e d  t o  c o n s i d e r  t h e s e  i s s u e s  as  p a r t  o f  an i r i y u i i - y  i i l t ,o  

e n t i t i e s  f a . c ing  d e r e g u l a t i o n ,  s p e c i f i c a l l y ,  t h e  t t i i - r E  major 

e l e c t r i c  u t i l i t i e s  i n  C a l i f o r m i a .  I n  A u g u s t ,  E I T F  97-4 

~ o n c l  uded that coinpan iez. s h o u l d  d i s c o n t  i n u e  u s i n g  SFAS No. 

71 f o r  b u s i n e s s  s e g m e n t s  when l e g i s l a t i o n  o r  a r e g u l a t o r y  

d e c i s i o n  i s  i s s u e d  t h a t  c o n t a i n s  s u f f i c i e n t  d e t a i l  t o  

r e a s o n a b l y  d e t e r m i n e  how a t r a n s i t i o n  p l a n  w i l l  a f f e c t  t h e  

d e r e g u l a t e d  p o r t i o n  of  t h e  b u s i n e s s .  T n  a d d i t i o n ,  i t  

c o n c l u d e d  t h a t  r e g u l a t o r y  a s s e t s  a n d  1 i a b i l i t i e s  may r e m a i n  

on t h e  r e g u l a t e d  books of  a c c o u n t  i f  t h e y  w i l l  be c o l l e c t e d  

t h r o u g h  c a s h  f l o w s  ( i . e .  s t r a n d e d  c o s t  c h a r g e s )  o f  t h e  

b u s i n e s s  s e g m e n t s  c o n t i n u i n g  t o  be r e g u l a t e d .  

A t  t h i s  p o i n t ,  I b e l i e v e  t h e  Elactrjc C o m p c a t i t i o n  R u l e s  l d c k  

the s p e c i f i c i t y  t h a t  would r e q u i r e  t h e  a f f e c t e d  u t i l i t i e s  t o  

dr .= *co f l t l n l .~e  f o l l ~ i w f ~ ~ g  SFAS NO. 7 1 .  S t ~ f f i < : l e ~ > t  a\.ippotAt. 

e x i s t s  thk-crugh EITF 9 7 - 4 .  I d o  b e l i e v e ,  however ,  t h a t .  a s  

31 
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50011 a8 t h e  R u l e s  c o n t a i n  s u f f i c i e n t  i n f o r m a t i o n  f o r  

u t i l i t i e s  f o  make t h e  r e q u i r e d  assessments  of  d e r e g u l a t i o n  

as c o n t e m p l a t e d  u n d e r  E I T F  97-4  ( p e r h a p s  when t h e y  aye 

amended at; a r e s u l t  o f  t h i s  e v i d e n t i a r y  p r o c e e d i n g )  t h e  

cnmpan ies  w i l l  have  t o  g o  o f f  o f  SFAS No. 7 1 .  I have  

d i s c u s s e d  t h i s  matter. w i t h  a n d  provided c u p i e s  a f  t h e  R u l e s  

aid t h e  rt.isor*t, o f  the Stranded Cos t  Working G r o u p  t o  ce r t a i r i  

meinbet-s o f  +.he A I C P A  F u b l  i c  IJt i 1 i t y  C n m m l t  t.ee dud t h e  NAPUC 

SubLommiCtee on A c c o u n t s  a n d  a l l  c o n c u r  w i t h  my a s s e s s m e n t .  

IO 

1 1  

1 2  

13 

1 4  

15 

16  

17 

18 

19 

2 0  

2 1  

2 2  

2 3  

24  Q. 

25 A .  

26 

2': 

28 

29 

Gazed on t h e  f o r e g o i n g ,  t h e  p o t e n t i a l  adverse impac t  on t h e  

a f f e c t e d  u t i l i t i e s  o f  l e s s  t h a n  a f u l l  opportunity t o  

r e c o v e r  t h e i r '  s t r a n d e d  c o s t s  i s  o b v i o u s .  Not. o n l y  d c  t h e  

R u l e s  have  t o  c l e a r l y  p r o v i d e  t h a t  o p p o r t u n i t y ,  b u t  3 1 5 ~ :  

s h o u l d  i n c l u d e  s p e c i f i c i t y  w i t h  r e s p e c t  t o  q u a n t i f i c a t i o n  

me t h o d s  and  1 e c o v e r . y  mechani 3 m s  that p r o v  i d e  t h e  ~ e q u  i r e d  

d e g r e e  o f  assurance s f  y e c o v e r y  n e c e a a . a r y ,  i n  orde i ,  t c :  a v o i d  

t h e  compan ies  h a v i n g  t o  s u f f e r  s i g n i f i c a n t  w r i t e - o f f s  

a g a i n s t  r e t a i n e d  e a r n i n g s ,  u n n e c e s s a z i l y .  Expand ing  t h e  b a s e  

from whom s t r a n d e d  c o s t s  w i l l  be r e c o v e r e d  a n d  i n c l u d i n g  a 

p e r i o d i c  t r u e - u p  mechanism a r e  e x a m p l e s  o f  ways t o  r a i s e  t h e  

d e g r e e  o f  a s s u r a n c e  o f  s t r a n d e d  c o s t  r e c o v e r y .  

Are t h e r e  o ther -  s t r a n d e d  c o s t  a c c o u n t i n g  i s sues?  

Yes.  Theve are seve ra l  p o t e n t i a l  s t r a n d e d  c o s t  a c c o u n t . i n g  

i s s u e s  f o r  which t h e r e  e x i s t s  l i t t l e  d i r e c t i o n  i n  t h e  

FASB a c c o u n t i n g  s t a n d a r d s .  Moreover-, s p e c i f i c  a c c o u n t i n g  

g u i d a n c e  from t h e  FERC w i t h  r e s p e c t  t o  t h e  p r o p e r  a c c o u n t i n g  

f o r  s t u a u d e d  c o s t s  or- r e l a t e d  r e v e n u e s  has b e e n  r - e l a t i v e l y  
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sparce .  For examplp ,  U ~ L C ~ Y  1 4 i r i t y  ex t~ w i t h  respect 

t o  the  manner i n  w h i c h  s t r m d e d  crlist rer,r!i:ery retrPni.ieS 

m a y  be a p p l i e d  t o  s p e c i f i c  costs, a n d  i n  t h e  way t h a t  a 

g e n e r a t i n g  p l a n t  s h o u l d  be depreciated when i t  is e x p e c t e d  

t o  be ope r -a t ed  f o r  i t s  f u l l  remaining p h y 3 i c a 1  l i f e ,  w h i c h  

i s  f a r  i n  excess o f  t h e  P s t a b l  i shed  st .r .anded co2.t r ccove r ' j r  

p r  i o d .  A i ~ ~ , i t r e r -  unrrsolved i s s u e  is a n  on -go ing  i n q u i r y  

b y  t h e  FASE i n t o  a c c o u n t i n g  for l i 3 b i l l t i e s  v e l a t e d  t5 t h e  

c l o s u r e  or- r e m o v a l  o f  l o n g - l i v e d  as5ets. T h i s  i s  r e l e v a a t  t o  

both n u c l e a r  d e c o m m i s s i o n i n g  c o s t s  a n d  c o s t s  o f  r-emoviny 

f o s s i l  p l a n t s  a t  t h e  e n d  o f  t h e i r  respective s e r v i c e  l i v e s .  

I b e l i e v e  t h a t  t h e  a f f e c t e d  u t i l i t i e s  shcruld be r e q u i r e d  t o  

i n c l u d e  d e t a i l e d  d e s c r i p t i o n s  o f  t h e i r  p r o p o s e d  a c c o u n t  ins 

f o r  s t r a n d e d  ::oSts a n d  r e l d t r c ' l  r-evefiue-zs as p a r t  o f  t h e  I r  

s t r a . n d e d  c o s t  e s t i m a t e s  f i l e d  u n d e r  Pl4-2-1607.C. Mor-ecTver, 

the t r u e - u p  p r o c e d u r e  I h a v e  p r e v i u u s l y  a d v o c a t e d  i n  +,hie 

t e s t i m o n y  would a f f o r d  a l l  p a r t i e s  a n  o p p o r t u n i t y  t o  a d d r e s s  

t h e  e f f e c t s  o f  any new accourzt i r ig  r u l e s  OY s t a n d a r d s  

t h e  commencement of  t h e  t r a n s i t  i o n  i s s u e d  s u b s e q u e n t  t o  

p e r  i od .  

Tax I s sues  

2 2  Q .  Do stranded c o s t s  t-a,se a n y  tax i s s u e s ?  

2 3  A .  Ye;=.. The q u a n t i f i c a t i o n  a n d  r e c o v e r y  o f  s t r a n d e d  c o s t s  

24 c r e a t e  a number o f  s i g n i f i c a n t  t a x  i s s u e s .  These  i n c l u d e  t h e  

2 5  mr lnne r  i n  wh ich  any  tax b e n e f i t s  p r e v i o u s l y  " f l o w e d  t h r o u g h "  

26 i r i  t h e  r-at .emaking pr'c)ce5s and existing d e f e r r e d  t a x  r e s e y v e s  

27 and u t i a m o r t i z e d  i n v e s t m e n t  t a x  credit5 n a y  be c o n s i d e m d  i n  

3 3  
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t h e  p r o c e s s  o f  G u a n t i f y i n y  s t randed c o s t s .  I n  a d d i t i o n ,  

a p o t e n t i s 1 : y  s i g n i f i c a n t  i s sue  e x i s t s  w i t h  r e s p e c t  t o  

t h e  c o n t i n u i n g  a b i l i t y  of  n u c l e a r  u t i l i t i e s  t o  o b t a i n  

a c u r r e n t  income tax d e d u c t i o n  f o r  c o n t r i b u t i o n s  made 

to e x t e r n a l  d e c o m m i s s i o n i n g  t r u s t  f u n d s -  

9. P l e a s e  d e s c r i b e  t h e  " f l o w - t h r o u g h "  i s s u e .  

A .  I n  many i n s t a n c e s  c e r t a i n  r e v e n u e s  a n d  e x p e n s e s  are t r e a t e d  

d i f f e r e n t l y  f o r  bouk  ( r a t e m a k i n g )  and  t a x  p u r p o s e s .  Such  

d i f f e r e n c e s  may be c h a r a c t e r i z e d  as e i t h e t  per-manei:t 

d i f f e r e n c e s  o r  t i m i n g  d i f f e r e n c e s .  

Pe rmanen t  d i f f e r e n c e s  a r e  r e v e n u e s  o r  e x p e n s e s  t h a t  a r e  

c o n s i d e r e d  f o r  e i t h e u .  b o o k  o r  t a x  p u r p o s e s ,  b u t  n o t  t h e  

o t h e r .  Examples  of  pe rmanen t  r even l ; e  d i f f e r e n c e s  i n c l u d e  

i i i t e r - e s t  01-1 m u n i c i p a l  bonds  a n d  t h e  e q u i t y  component  of  

AFDC,  which are t r e a t e d  a5 incame f o r  book p u r p o s e s ,  b u t  n o t  

r e c o g n i z e d  f o r  t a x  p u r p o s e s ,  a n d  c o n t r i b u t i o n s  i n  a i d  o f  

c o n s t r u c t i o n  which  a r e  income f o r  t a x  p u r p o s e s  o n l y .  Some 

pe rmanen t  e x p e n s e  d i f f e r e n c e s  i n c l u d e  l o b b y i n g  e x p e n s e s  and  

p o r t i o n s  o f  t h e  c o s t s  o f  b u s i n e s s  meals 3nd e n t e r t a i n m e n t  

which  a r e  r e c o r d e d  e x p e n s e s  on t h e  books ,  b u t  a r e  n o t  

a l l o w e d  as t a x  d e d u c t i o n s .  Pe rmanen t  d i f f e r e n c e s  a f f e c t  

o n l y  t h e  c u r r e n t  a c c o u n t i n g  p e r i o d .  

Timing d i f f e r e n c e s  o c c u r  when r e v e n u e s  a n d  e x p e n s e s  are  

r e c o g n i z e d  i n  d i f f e r e n t  a c c o u n t i n g  years  f u r  b o o k  arid t a x  

p u r p o s e s .  O v e r  t i m e ,  t h e  d i f f e r e n c e s  c o m p l e t e l y  r e v e r s e ,  

and t h e  c u l r t ~ l l a t i v e  e f f e c t  on b o o k  a n d  t a x  income i s  t h e  
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same. For- p u b l i c  u t i l i t i e s ,  t h e  g r e a t e s t  t i m i n g  d i f f e r e n c e  

i s  t h a t  which e x i s t s  w i t h  r e s p e c t  t o  bcok a.nd t a x  

d e p r e c l a t . i o n ,  w i t h  t h e  l a t t e r  r e f l e c t i n g  a c c e l e r a t e d  methods 

and  s h o r t e r  1 i v e s .  Under g e n e r a l l y  a c c e p t e d  a:x:ounting 

p r i n c i p l e s ,  d e f e r r e d  t a x e s  m u s t  be k-ecorded f o r  the e f f e c t  

o f  a l l  t i m i n g  d i f f e r e n c e s .  D e f e r r e d  iricome t a x e s  o f f : , e t  t h e  

e f f e c t  o f  t h e  t i m i n g  d i f f e r e n c e s  r e f l e c t e d  i n  t h e  

ezii ' ic '~1at i a n  af t h e  c u r r e n t  income t a x  e x p e n s e ,  t h e r e b y  

p r o v i d i n g  a l e v e l i z i n g  e f f e c t  en t h e  t o t a l  income t a x  

expe t i se .  I n  r a t e m a k i n g ,  t h e  p r a c t i c e  of  inc:ludir;cj d e f e r r e d  

lncome t a x e s  i n  t h e  1335% o f  s e r v i c e  is  l a b e l e d  " t a x  

n o r m a l i z a t i o n . "  The i n c l u s i o n  o f  d e f e r r e d  t a x e s  i n  t h e  cost 

n f  s e r v i c e  w i l l  i r A i t i 3 1 1 y  i n c r e a s e  t h e  o v e r a l l  r e v e n u e  

r e q u i r e m e n t .  As t h e  t i m i n g  d i f f e r e n c e s  r e v e r s e ,  t h e  

o p p o s i t e  w i l l  o c c u r .  S i n c e  d e f e r r e d  t a x e s  a r e  n o t  a l l o w e d  ab 

tax d e d u c t i o n s ,  t h e r e  i s  a t a x - o n - t a x  effect. . a3 . ;nc ia ted  w i t h  

de f e r r e d  t a x e s .  A c c o r d  i n g l  y, w i t h comb i ned F e d e r l i  - 3  t a t e  

t a x  r a t e  of 40%, t h e  e f f e c t  o f  $ 1  o f  d e f e r r e d  t a x e s  i s  $ i , 6 7  

i n  r e v e n u e s .  

While g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  r e q u i r e s  d e f e r r e d  t a x e s  

t o  be r e c o g n i z e d  f o r  all book- t ax  t i m i n g  d i f f e r e n c e s ,  t h a t  

i s  n o t  n e c e s s a r i l y  t h e  c a s e  i n  u t i l i t y  r a t e m a k i n g ,  E x c e p t  

f o r  c e r t a i n  d e p r e c i a t i o n - r e ? a t . e d  t i m i n g  d i f f e r e n c e s  t h a t  t h e  

I n t e r n a l  Revenue Code a n d  IRS R e g u l a t i o n s  r e q u i r e  t o  be 

n o r m a l  i z e d ,  r e g u l a . t . o r s  have  had  t h e  1 i b e r t y  t o  i n c l u d e  i n  

r a t e m a k i n g  o n l y  t h e  d e f e r r e d  taxes t h e y  f e l t  a p p r o p r i a t e .  

Iri many i r is tar icest  t h e y  d i d  n o t  a l l o w  d e f e r r e d  t a x e s  t o  be 

r e c o g n i z e d  f o r  some t i m i n g  d i f f e r e n c e s  t h a t  p roduce  l a r g e r  
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c e r t a i n  t i m i n g  d i f f e r e n c e s  a r e  c o n ; i d r ~ * e d  i!i c o m p u t i n g  t h e  

income taxes  i n  r s t e r , a k i n g ,  b u t  d e f e r r e d  t a x e s  a r e  tist 

a l l o w e d ,  t h e  b e n e f i t s  a f  t h e  t i m i n g  d i f f e r e n c e s  a r e  s a i d  

t o  be " f l o w e d - t h r o u g h "  t o  r a t e p a y e r s .  

Secause  Lhp P f f e c t - s  of t i m i n g  d i E f r r e n c e s  r e v e r s e  o v e r  t i n i c ,  

t h e  t a x  brznef i t s  f l o w e d  th r~o l iyh  i n  t h e  pas t  iri t h e  forfit c J f  

l o w e r  u t i l i t y  s e r v i c e  rates, w i l l  become g r e a t e r  tax 

1 i a b i l  i t i e s  and  i r i c r e a s e d  r e v e n u e  r e q u i r e m e n t s  i n  t h e  

f u t u r e .  The re  i s  a n  i m p l i c i t  p r o m i s e  i t i  t h e  " f l o w - t h r o u g h "  

r a t e m a k i n g  methodology t h a t ,  when t h e  h i g h e r  t a x  ob?  ICJ~A?, i o n s  

ar-i;e i t 1  t h e  f u t u r e ,  t h e  a f f e c t e d  u t i l i t y  w i l l  be a l l o w e d .  t o  

re t - r .ver  s u c h  i n c r e a s e d  co3ts i n  r a t e s .  

O v e r  t h e  yea r s ,  t h e  AGC bar- r e q u f r e d  most of t h e  u t . i l i t i e c ,  

u n d e r  i t s  j u r i s d i c t i o n ,  i n c l u d i n g  311 o f  t h e  a f f e c t e d  

u t i l i t i e s  i n  t h i s  p r o c e e d i n g  t h a t  a r e  t a x - p a y i n g  e n t i t i e s ,  

t o  f l o w - t h r o u g h  some t a x  b e n e f i t s  i c  r a t e m a k i n g .  The 

compan ies '  a b i l i t y  t o  r e c o v e r  t h e  h ighe r .  f u t u r e  t a x e s  

t h a t  w i l l  r e s u l t  as t h e  t i m i n g  d i f f e r e n c e s  r e v e r s e ,  w i l l  

d i s a p p e a r  a5 s o o n  as t h e y  are required  t o  compete  i n  a 

c o m p e t i t i v e  m a r k e t ,  a n d  t h e  Commission i s  no l o n g e r  s e t t i n g  

r a t e s  f o r  t h e  d e r e g u l a t e d  b u s i n e s s  s e g m e n t s .  As I s t a t e d  

p r e v i o u s l y  i n  t h i s  t e s t i m o n y ,  t h e  a f f e c t e d  u t i l i t i e s  s h o u l d  

be p e r m i t t e d  t o  i n c l u d e  i n  t h e i r  s t v a n d e d  c o s t  e s t i m a t e s  a l l  

g e n e r a t i o n - r e l a t e d ,  p r e v i o u s l y  f l o w e d - t h r o u g h ,  b u t  y e t - t o - b e  

r e c o v e r v d ,  d e f e i r r p d  t a x e s .  
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Q. Ple3..;c e x p l a i n  t hc  13sue J - : , ~ ~ . ~ R c J  z i t h  the u;e o f  +3efeured  

t a x  r e s e r v e s  ar,d u n a m o r t i z e d  t a x  c r e d i t s  i n  t h e  p r o c e s s  o f  

y u a n t  I f j i i n g  s t r a n d e d  c ~ s t s .  

A .  A s  vrry capital-intensive e n t i t i e s ,  public u t i l i t i e s  trave 

r - e c e i v e d  s i g n i f  i c a i i t  t a x  b e n e f i t s  t k w u a g h  the  use o f  

a c c e l e r a t e d  tax d e p r e c i a t i o n  and  t h e  i n v e s t m e n t  t a x  CI e d i t .  

A c c e l e r a t e d  d e p r ~ e c i a t  ioil enablr2i taxpayer; t cz d e p r e c  i s t c  

asse ts  f o r  t a x  p u r p o s e T 3  insre rapidly 5i-1~:; for bo5R p ~ i r p o s e 5 ~  

t h e r e b y  l o w e r i n g  t a x  l i a b i l i t i e s  i n  t h e  e a r l y  y e a r E  t > f  a n  

a s s e t ' s  s e r v i c e  l i f e .  The i n v e s t m e n t  t a x  c r e d i t  p e r ~ i t t  

t a x p a y e r s  a p e r m a n e n t  r e d u c t  i o n  i n  t h e  ir t a x  I i a b i  1 i t  i e s ,  

b a s e d  on a perc-erltage c f  dmciiirits s p e n t  f u r  %he a c y h i s i t i o i i  

o f  c e r t a i n  classes o f  p l a n t  and equipi-neilt-. 

The i n t e n t  o f  t h e  C o n g r e s s  i n  c r e a t i n g  t h e  b e n e f i t s  i7f 

a c c e l e r a t e d  d e p r e c i a t  io:! ar13 t h e  i nvea tmeLt  t a x  c i v d i t  

tn e n c o u r a g e  t a x p a y e r s  t o  make c a p i t a l  i n v e s t m e n t s ,  t h e r e b y  

c r e a t i n g  j o b s  a n d  s t i m u l a t i n g  t h e  economy, t h r o u g h  b o t h  

l o t j e t  c u r r e n t  ir,come t a x e s  or t h e  pe rmanen t  f o r g i v e n e s s  o f  

t a x .  I n  t h e  e a r l y  y e a r s  o f  t h e i r  e x i s t e n c e ,  t h e r e  were no 

r a t emak i l ig  r u l e s  or r e s t r i c t i o n s  placed o n  r e g u l a t o r s ,  

1 i m i t i t i g  o r  Z i r e c t i n g  t h e i r  t r e a t m e n t  ~1 s u c h  b e i i e f i t s  i n  

u t i l i t y  r a t e m k i n g .  k s  a r e s u l t ,  rriany r e g u l a t o r s  immedia t ,e ly  

f l o w e d  t h e  b e n e f i t s  t h r u u c ~ h  t o  r a t e p a y e r s  i n  t h e  €01-m of 

l o w e r  s e r v i c e  r a t e s .  
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D e f e r r e d  t a x e s  associatcd w i t h  t i m i n g  difference:. a1 i . i i ~ g  

d i ! c  t n  dccelei  g t e d  d e p r e c i a t i o n  methuds and  s h o r t e r  tax 

l i v e s  m z s t  be I oLogtr i ,z t l t !  iF, &..:A i3k I ’-19 . ?:.If? de  f c  I 1” 

must be ; n c i u d e d  j:, t a x  e x p e n s e ,  2nd t h e  c o r r e s p o n d i r & y  

a c c u m u l a t e d  d e f e r v e d  tax : - e  Set-tIe tn.%y P i thep he d e d u c t e d  € t  

r a t e  base or r e f l e c t e d  i n  c a p i t a l  : tr-uctur-e at a z e r 3  c o s t  

f o r  rate-vf-u.etuY’ii  p u r p o s e s .  The r a t e m k i n g  t r e a t m e n t  

a f f o r d e d  d e f e r r e d  t a x e s  r e l a t i n g  t o  . m y  bc)ok-t ,ax t i m i n g  

d i f f e r e t i c i e s  ot t !eu t h a n  acccleratcd methods a n d  shorter 1 i v e s  

fo i -  d e p r e c i a t i o n  a r c  n o t  c o v e r e d  b y  t h e  IRS R u l e s  of  ! a w l ; .  

U t i l i t i e s  have  t r a d i t i o n a l l y  a c c o u n t e d  f a r  t h e  i n v e s t m e n t  

t a x  c r e d i t  b y  d e f e r r i n g  i t  o n  t h e i r -  b a l a n c e  s h e e t s ,  and  

t h e n  a m o r t i z e d  i t  as a r e d u c t i o n  of income t a x  expent-e  

o v e r  t h e  l i v e s  of t h e  a s s e t s  t h a t  gave  r i s e  t o  t h e  c r e d i t .  

The IRS P u l e s  and t a x  laws r*equ i re  a s h a r i n g  of  %he c ~ ~ r l i t .  

In connectior; t h e r e w i t h ,  u t i l i t i e s  m u s t .  e l e c t  e i t h e r  o f  t w o  



I b a s e  my o p i n i o n  w i t h  r e s p e c t  t o  d e f e r r e d  t a x  r e s e r v e s  or? 

t h e  " c o n s i s t e n c y  r e q u i r e m e n t "  i n  Code Sect i o n  168 (i)(9)(E). 

1% u e q u i r e , - 5  t h a t  a r a t e m a k i n y  a u t h o r i t y  (ise. t h e  A . C . C . )  

use a n  e s t i m a t e  o r  p r o j e c t i a i i  o f  a regulated company ' s  

d e t e r m i n e d  wi t k  r e s p e c t  t o  each o t h e r  a n d  w i t h  r - e s p r e t  t o  



G .  What is  t h e  issue w i t h  r e s p e c t  t o  t h e  t a x  d e d u c t i o n  

f o r  n u c l e a r -  decummiss io i i iny?  

A. The costs o f  d i s m a n t z i i n g  atid r-ernoving puwev plant:; at 

t h e  end o f  t h e i r -  5erCrice l i v e s  a r e  r e c o v e r e d  as a cornponetit 

o f  book  d e p r e c i a t i o n  e x p e n s e .  F o r  t a x  p t i rposes ,  however-,  

t a x  d e d u c t i o n s  f o r  r e m o v a l  c o s t s  a r e  g e n e r a l l y  o n l y  a l l o w e d  
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t h e  s i I n i f  i c a r , t l y  l a r g e r  c o s t  i n v o l v e d  w i t h  n u c l e a r  p l a n t , c .  



S t r a n d e d  C o s t  
R e  c o v e I- Y 

Q. I>n y n u  have a recammenda t ion?  

A .  Ye3 I d o .  I b e l i e v e  tha t  t h e  a f f e c t e d  u t i l i t i e s  shc:uld Le 

p r o v i d e d  a r e a s o n a b l e  o p p o r t u n r t j j  + o  ~-ecc)ver  t h e i r .  r t ~ a r i d v d  

c o s t s .  They made t h e  u n d e r l y i n g  i n v e s t m e n t s  and i t i c u r r e d  

i n  g o o d  f a i t h  t h e  r e l , i t e i l  oh! i c j a t i o n s  ur:der a t r ~ a d i t i n n a l  

obligation t o  s e r v e  t h a t  was i n t e n d e d  t o  provide a busir,eE.; 

e n v i r o n m e n t  such  that t h e y  had a ~easotiahle e x p e c t a t i g n  t o  

r e c o v e r  t h e  c o s t s  o f  p r u i d i 3 i n Z j  S d f e ,  r e l i a b l e ,  s e r v i c e ,  

Stvdncled c a s t  r-t:~:avt~t y s h ~ u l d  n u t ,  howevert be a u t o m a t i c .  

The a f f e c t e d  u t i l i t i e s  h d v e  a Stroi:cj btirder. o f  p r o o f  w i t ! ?  
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Q. What 

A .  I gr 

PROFESSIONAL QUALIFICATIONS 

your educational background? 

ted from the University of Nebrask 

APPENDIX A 

lor with a Bach 

of Science Degree in Business Administration, major in 

Accounting. I also received a Master of Business 

Administration Degree, concentration in Finance f rom 

Rockhurst College in Kansas City, Missouri. 

Q. What has been your professional experience? 

A .  Upon graduation from college in 1968, I was employed by the 

public accounting firm Arthur Andersen & Co. in its Omaha 

office. During such employment, I participated in and 

and directed audits and other engagements involving banks, 

healthcare facilities, public utilities, insurance carriers, 

and other clients. 

In 1971, I accepted a position reporting to the controller 

at Central Telephone & Utilities Corporation at its then 

headquarters in Lincoln, Nebraska. During the five years I 

was employed by CTU, I directed such activities as financial 

and regulatory accounting and reporting, internal auditing, 

budgeting, corporate acquisitions and divestitures, rate 

case and other regulatory filings, banking relations, and 

corporate financings. 

From 1976 to 1981, I was employed by Kansas City Power s( 

Light Company. My responsibilities included the corporate 

audit function, operations budgeting, and rate case filings 

in Kansas and Missouri and with the Federal Energy 

- 1 -  
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Regulatory Commission. During that period, I also served as 

a member. o f  t h e  Internal C o n t r o l  and  Auditing Committee of 

the Missouri Valley Electric Association, and the Finance 

and Accosnting Committee of the Standardized Nuclear Unit 

Power Plant System. 

From 1981 to 1991, I was employed as a Senior Project 

Manager for a regulatory consulting firm and successor 

firm, directing rate case, management audit, and other 

engagements f o r  a clientele that included utility companies, 

public service commissions, and intervenors to regulatory 

proceed i ngs 

From 1991 through 1996, I was employed as an internal 

consultant with Northern States Power Company in 

Minneapolis, Minnesota. My responsibilities included 

accounting, taxation, and cost allocation issues in rate 

cases and special regulatory proceedings, performing 

investment evaluations, accounting and tax research, 

developing cost recovery plans, and advising senior 

management in connection with the development of 

performance-based ratemaking proposals and strategic 

policies f o r  competing in a competitive electric utility 

industry. 

In late 1996, I accepted a position as the Tax Research 

Coordinator for Tucson Electric Power Company. My main 

responsibilities included tax research and planning, 

preparation and review of corporate tax returns, and meeting 

-2-  
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with representatives of tax authorities. I also directed the 

team charged with the responsibility for developing and 

implementing a system for strategic business unit reporting. 

In January, 1997 I was appointed Director of Utilities for 

the Arizona Corporation Commission. In that capacity, I 

directed a staff of approximately ninety professional and 

clerical employees responsible for overseeing railroad and 

pipeline safety in Arizona and for regulating the water, 

telephone, electric, and natural gas distribution utilities 

in the State. I resigned from that position in December. 

What are your professional certificates and qualifications? 

I hold Certified Public Accountant certificates issued by 

the Boards of Accountancy in Nebraska and Kansas. I am a 

member of the American Institute of Certified Public 

Accountants, the National Association of Railroad and Public 

Utility Tax Representatives, and the National Association 

of Radio and Telecommunications Engineers ( " N A R T E " ) .  

What technical licenses do you hold? 

I hold an Advanced Class FCC Radio License and a Technician 

Class I1 NARTE Certification with regulatory and antennas 

endorsements. 

What is your teaching experience? 

I have developed and conducted seminars o n  a variety of 

topics for employees o f  public utilities and regulatory 

agencies. I have also taught classes on behalf of the 



1 

2 

3 

4 

5 

Et 

7 

8 

9 

10 

11 

1 2  

13 

1 4  

15 

16 

17 

18 

19 

2 0  

2 1  

22  

2 3  

2 4  

25 

26 

27 

28 

29 

U.S. Telephone Association. I am presently a member of the 

faculty of the NARUC Regulatory Studies Program at the 

Public Utility Institute at Michigan State University. In 

connection with my teaching, I have written three training 

books: Pub1 ic Uti1 itv Income Taxation and Ratemakinq, 

Public Utility Workinq Capital, and Generally Accepted 

Accountincr Principles for Utilities. 

Q. What has been your experience in regulatory proceedings? 

A. During the past twenty-five years, I have participated in 

n u m e r o u s  rate cases and other regulatory and litigation 

proceedings involving electric, gas transmission and 

distribution, telephone, water and wastewater utilities 

conducted in Alaska, Arizona, California, Colorado, 

Connecticut, District of Columbia, Florida, Indiana, 

Kansas, Maryland, Minnesota, Missouri, Nevada, New Mexico, 

North Carolina, North Dakota, South Dakota, Virginia, and 

Wisconsin, as well as the National Energy Board of Canada, 

and the Federal Energy Regulatory Commission. I have 

testified on matters involving financial and regulatory 

accounting, auditing, cost allocation, financial forecasts, 

capital and operations budgeting, taxation, corporate 

acquisitions, holding companies, valuation and transfer 

pricing, deregulation, the cost of capital, industry 

restructuring, and regulatory policy. 

Q. I n  what proceedf i iys  have you testified before  th i s  

Commission? 

A. I have previously testified on behalf of the Commission 
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Staff in proceedings involving Tubac Valley Water Co., 

Santa Cruz Electric, Sun City Water & Sewer, Sun City 

West Water and Sewer, Southern Union Gas Company, Southwest 

Gas Company, Tucson Electric Power Company, Continental 

Telephone Company of California, Continental Telephone of 

the West and U.S. West Communications, Inc. 


